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INTRODUCTION

The budget this year faces two significant hurdles.

First, due to continued delays in tackling the government’s grow-
ing fiscal problems, the budget outlook has predictably worsened.
Since just last August, the projected 10-year budget deficit has
swollen by $1.5 trillion. That is how much additional savings the
Budget Committee has had to identify, compared with a year ago,
to achieve balance within a decade. It will require a greater num-
ber of policy changes, and swifter implementation, than before.
These difficulties will continue to grow as long as Congress fails to
take substantial action changing the Federal Government’s fiscal
course. In time the problem will become insurmountable.

Second, this budget resolution gets no help from the economy.
The policies of the current administration—excessive government
spending, regulation, Obamacare, and all the rest—are weighing
down the economy. Growth is anemic, real household incomes are
stagnant, labor force participation is low, many workers are under-
employed. Debt stands at historically high postwar levels, and con-
tinues rising. For the past several years, the Congressional Budget
Office [CBO] has been lowering its projections of average annual
economic growth (see further discussion in the economics section of
this report). A better economy would produce more revenue and put
less strain on the government’s safety net programs, easing the pol-
icy changes needed to attain fiscal sustainability. A stronger econ-
omy would generate greater revenue, and lower deficits, through
growth, not tax hikes. CBO reports that an increase in real eco-
nomic growth of just 0.1 percentage point would yield $327 billion
in deficit reduction—of which $286 billion would be from revenue.!
Under the President’s policies, however, the recovery is historically
weak, adding to the fiscal burdens. In the absence of stronger
growth, the budget has to rely entirely on spending restraint.

As was demonstrated in the 1990s, the formula for balancing the
budget is a combination of fiscal restraint, solid economic growth,
and limited regulation. Throughout that decade, Congress actually
reduced annually appropriated “discretionary” spending after ad-
justing for inflation. In 1997, following 2 years of confrontation,
President Clinton finally joined the Republican Congress in striv-
ing to surpass the timid and unsuccessful pursuit of mere deficit
reduction, and commit to eliminating deficits—and to do so entirely
through spending restraint. The Balanced Budget Act of 1997 was
paired with tax cuts then estimated at $95.3 billion over 5 years
and $275.4 billion over 10 years.2 Perhaps not surprisingly, eco-

1Congressional Budget Office, The Budget and Economic Outlook: 2016 to 2026, January
2016, Table B-1, p. 119.
2See the Conference Report on the Taxpayer Relief Act of 1997 (H.R. 2014), p. 807.

3
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nomic growth surged: Growth in real gross domestic product [GDP]
exceeded 4 percent annually in the latter part of the decade. With
this combination, the plan to reach balance in 5 years actually pro-
duced surpluses in 1 year—surpluses that continued to grow.

To address today’s fiscal problems, and to create a foundation for
robust growth, this resolution retains longstanding convictions
about budgeting and governing. It reverses the drift toward ever
higher spending and larger government; it reinforces the innova-
tion and creativity stirring in the myriad institutions and commu-
nities across the country; and it revitalizes the prosperity that cre-
ates ever-expanding opportunities for all Americans to pursue their
destinies. Like any good budget resolution, this one expresses a vi-
sion of governing, and of America itself. As described further in
this report, this fiscal blueprint does the following:

¢ Balances the budget within 10 years without raising taxes, and
places the government on a path to paying off the debt.

e Ensures a strong national defense, the highest priority of the
Federal Government, through robust funding of troop training,
equipment, and compensation.

e Restores the principle of federalism, to encourage the innova-
tion and creativity of State and local governments.

o Calls for a fairer, simpler tax code to promote job creation and
a healthy economy—an economy that ensures all Americans
can prosper and achieve their goals.

e Saves, strengthens, and secures Medicare, Medicaid, and other
income security programs.

¢ Repeals Obamacare, clearing the way for real, patient-centered
health care reform.

o Reforms welfare and other automatic spending programs.

o Creates reconciliation to advance solutions through Congress
and to the President’s desk.

The guiding principles of the resolution follow in this introduc-
tion.

Balancing the Budget

While some “experts” dismiss the balanced budget standard as a
kind of quaint anachronism, nothing has come to replace it as a
consensus norm for budgeting. As a result, fiscal policy is adrift,
and increasingly unsustainable. Some—including the current ad-
ministration—have tried to substitute intellectually sophisticated
concepts, such as trying to limit deficits or debt as a share of the
economy—yet there is no agreement on what the acceptable upper
limits might be. Others have suggested allowing “counter-cyclical”
policies in the near term while striving for “long-term fiscal sus-
tainability”—with no sound definition of what the latter means.
This formula, of course, merely rationalizes spending now while
putting off restraint until later—so the restraint never happens.

The current President’s cavalier attitude about deficit spending
adds to the problem. He has contended that deficits in the range
of 3 percent of gross domestic product [GDP] are acceptable, as
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long as they remain relatively stable. The inevitable result: deficits
are growing, inexorably. Only a firm commitment to balancing the
budget will deliver a truly sustainable fiscal outlook.

Until the early 1960s, policymakers broadly accepted the aim of
balancing the Federal budget in peacetime. For many, the convic-
tion was practical, uncomplicated common sense: Government sim-
ply should not outspend its resources. For others, such as Nobel
Laureate James M. Buchanan, balancing budgets was an ethical
commitment.

Politicians prior to World War II would have considered
it to be immoral (to be a sin) to spend more than they were
willing to generate in tax revenues, except during periods
of extreme and temporary emergency. To spend borrowed
sums on ordinary items for public consumption was, quite
simply, beyond the pale of acceptable political behavior.
There were basic moral constraints in place; there was no
need for an explicit fiscal rule in the written constitution.3

With his alternative views of deficit financing, John Maynard
Keynes upended the norm of budgeting and challenged its ethical
underpinnings. As James Q. Wilson put it, Keynes was more than
an important economist:

[Hle was a moral revolutionary. He subjected to rational
analysis the conventional restraints on deficit financing,
not in order to show that debt was always good but to
prove that it was not necessarily bad. Deficit financing
should be judged, he argued, by its practical effect, not by
its moral quality.4

Although Keynes published his theory in the 1930s, it was not
until three decades later that deficit financing became politically
acceptable. Even then, President Johnson insisted on balancing his
final budget, notwithstanding the costs of the Vietnam War and his
ambitious Great Society programs. After that, however, policy-
makers increasingly found deficits to be tolerable, then accept-
able—and then, predictably, deficit spending became chronic.

The practical effect has been devastating. For a time in the early
1990s, it appeared the structural gap between outlays and reve-
nues was so entrenched it could not be overcome. As noted pre-
viously, the balanced budgets later in that decade resulted from a
sustained stretch of spending restraint and an unexpected boost in
economic output. In January 2001, CBO was projecting budget sur-
pluses totaling $5.6 trillion over 10 years. Following 9-11, as Con-
gress of necessity boosted resources for national defense and home-
land security, lawmakers also gave up restraints on other spend-
ing. The tolerance for deficits returned, and the government has
not seen a balanced budget since. In recent years, the red ink ex-
ceeded $1 trillion annually, so that nearly 40 percent of the govern-
ment’s spending was financed with borrowed money.

3James M. Buchanan, “Clarifying Confusion About the Balanced Budget Amendment,” Na-
tional Tax Journal, Vol. 48, No. 3, September 1995, page 347.

4James Q. Wilson, “The Rediscovery of Character: Private Virtue and Public Policy,” On Char-
acter (Washington DC: The AEI Press, 1995), p. 18.
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It is noteworthy that the loss of surpluses and growth in deficits
was not the result of tax cuts. In August 2001, and again in Janu-
ary 2002, CBO reported that the projected 10-year revenue impact
of the 2001 tax relief package was about $1.3 trillion, leaving $3.4
trillion in surpluses (economic and technical factors, as well as debt
service, accounted for most of the remainder).5 In January 2002,
well after the events of 9-11, when CBO reported a steeper decline
in surpluses, the estimated revenue effects of the tax relief package
remained at $1.3 trillion; roughly $2.7 trillion of the change in the
surplus/deficit outlook resulted from spending increases and eco-
nomic and technical factors.® Subsequent data show that from 2002
through 2011, of the $11.7-trillion total surplus reduction/deficit in-
crease, only $1.5 trillion resulted from the tax cuts of 2001 and
2003.

Today, in the absence of the balanced budget principle, the only
fiscal guideline is the modern, relativistic pay-as-you-go concept,
which merely ratifies existing deficits as the measure of budgetary
rectitude—no matter how large those deficits might be. Thus, the
proponents of the Affordable Care Act could boast the health care
program was fiscally “responsible” because it did not increase defi-
cits—which already exceeded a trillion dollars a year—while it
recklessly added trillions more to government spending.

The durability of the balanced budget principle is demonstrated
even by the Keynesian-leaning Congressional Budget Office itself.
Every time the CBO publishes its regular updates of budget and
economic conditions, the first item it reports is the magnitude of
the deficit or surplus—that is, the relationship between total out-
lays and total tax revenue. It is the very same measure that
underlies the balanced budget principle. Further, CBO’s clear im-
plication is that the more spending exceeds revenue, and the more
rapidly the two diverge, the more unstable is the government’s fis-
cal condition.” There is simply no more straightforward measure of
the government’s fiscal health and stability.

CBO’s projections make clear the temporary decline in deficits
over the past few years is over; as predicted, deficits are now rising
again (see Figure 1). Some details about that trend include the fol-
lowing:8

e The deficit in the current year—fiscal year 2016—will rise to
$544 billion, an increase of $105 billion from the prior year
($439 billion).

o Deficits will continue to rise in subsequent years and reach
$1.4 trillion in 2026, CBO estimates. At these levels, the deficit
would rise from 2.9 percent of GDP in fiscal year 2016 and to

- %b (llongressional Budget Office, The Budget and Economic Outlook: An Update, August 2001,
able 2, p. x.

6 Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2003-2012,
January 2002, Summary Table 1, p. xiv.

7For example, the first three sentences of the summary in the recent The Budget and Eco-
nomic Outlook: 2016 to 2026 (p. 1) read: “In 2016, the Federal budget deficit will increase, in
relation to the size of the economy, for the first time since 2009, according to the Congressional
Budget Office’s estimates. If current laws generally remained unchanged, the deficit would grow
over the next 10 years, and by 2026 it would be considerably larger than its average over the
past 50 years, CBO projects. Debt held by the public would also grow significantly from its al-
ready high level.”

8 Congressional Budget Office, The Budget and Economic Outlook: 2016 to 2026, January
2016.
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4.9 percent in fiscal year 2026—well above the 50-year histor-
ical average of 2.7 percent of GDP.

e CBO has increased its 10-year deficit projection by $1.5 trillion
compared with estimates as recently as last August, to $9.4
trillion. That increase is largely due to the anemic Obama
economy: CBO projects $771 billion less tax revenue over 10
years due to “slower growth in economic output over the 10-
year projection period.”® This is the result of a weakening eco-
nomic outlook, not because of any tax changes legislated by the

Congress.
FIGURE 1
Deficit Path in FY2017 House Budget vs. Current Policy
(Figures in Billions)
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e CBO also blames $425 billion of the deficit increase on reduced
revenue due to Congress’s recent extension of certain tax provi-
sions that were scheduled to expire. That, however, is merely
an artifact of CBO’s scoring conventions. These are not new tax
cuts; Congress merely continued tax relief policies that already
existed. By law, CBO is required to compare the extension of
such tax relief provisions with the higher revenue levels that
would have occurred if the policies had expired as scheduled.1°
Putting it differently, Congress chose not to raise taxes, which
would have resulted from failing to extend these provisions.

While the President claims some deficit reduction in his own
budget—largely from $3.4 trillion in new taxes over 10 years—he
never tries to reach balance. In fact, deficits under the President’s
budget increase starting in 2019, and approach $800 billion in
2026. This is largely due to $2.5 trillion in spending increases over

91bid., p. 11.
10 See section 257 of the Balanced Budget and Emergency Deficit Control Act of 1985 (Public
Law 99-177).
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the decade. This is not a fiscal policy; it is an abandonment of
sound fiscal norms.

The chronic and growing deficits that will result will push up
debt from its already historically high levels. Due to profligate
spending—and the President’s resistance to working with Congress
on controlling spending—total debt on Obama’s watch has almost
doubled, to nearly $19 trillion. CBO projects that debt held by the
public will reach $14.0 trillion, or 75.6 percent of GDP, at the end
of fiscal year 2016, up $861 billion from its $13.1 trillion level (73.6
percent of GDP) at the end of fiscal year 2015.11 By the end of fis-
cal year 2026, CBO estimates debt held by the public will reach
$23.8 trillion, or 86 percent of GDP—a $9.8 trillion increase over
the next 10 years. This is by far the highest level of debt since just
after World War II. A significant difference, however, is that the
post-war debt resulted from large but temporary surges of spending
to save the free world. Today’s deficits and debt are the product of
permanent automatic spending programs, and these trends are oc-
curring even as the government has reduced its spending for mili-
tary and diplomatic activities overseas.

Gross Federal debt, which includes funds owed to the Social Se-
curity Trust Fund and other Federal accounts, is projected to rise
from $18.1 trillion at the end of 2015 to $29.3 trillion in 2026—an
$11.2 trillion increase.

A rising debt level is ultimately unsustainable because its growth
eventually begins to exceed that of the overall economy. As a re-
sult, debt service costs absorb an increasing share of national in-
come and the country must borrow an increasing amount each
year—Ilikely in the face of gradually higher interest rates—to both
fund its ongoing services and make good on its previous debt com-
mitments. Ultimately, this dynamic leads to a decline in national
saving and a “crowding out” of private investment, sapping eco-
nomic output and diminishing the country’s standard of living. In
a worst-case scenario, this dynamic could also lead to a full-blown
debt crisis, which would not only be devastating at the macro-
economic level, but would also inflict acute pain upon families and
businesses.

Investors and businesses make decisions on a forward-looking
basis. They know that today’s large debt levels are simply tomor-
row’s tax hikes, interest rate increases, or inflation—and they act
accordingly. This debt overhang, and the uncertainty it generates,
can therefore weigh on growth, investment, and job creation.

Interest payments on the debt (the “legacy cost” of deficit spend-
ing) will sum to a staggering $5.6 trillion over the next decade ac-
cording to CBO. These payments threaten to overwhelm other
spending priorities in the budget. In 2012, Deloitte LLP—a tax,
audit, and consulting firm—discussed the ways in which debt will
hamper U.S. competitiveness in the years ahead.

[A] great variety of meaningful investments will almost
certainly be left undone simply because interest payments
will push them out of the budget. This is the silent cost
of prior debts that, unless explicitly recognized, crucially

11Debt held by the public increased about $300 billion in 2015 and is projected to rise by $861
billion in 2016.
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leads policymakers to underestimate the effect that prior
deficits have already had on this decades planned expendi-
tures.12

Debt service is already projected to dominate the budget. Within
a decade, the government will reach a point at which it spends
more on interest payments that it does on national defense, Med-
icaid, Federal education spending, and infrastructure, among oth-
ers (see Figure 2). Interest on the debt will become the govern-
ment’s third largest program, following only Social Security and
Medicare.

FIGURE 2

INTEREST VS. OTHER SPENDING

(In 2026 Under Current Law)

NET INTEREST
$830 Billion

DEFENSE

$719 Billion h
MEDICAID
$642 Billion %

EDUCATION
$125 Billion '

TRANSPORTATION

$109 Biltion N
SCIENCE, SPACE, TECH
[ s38 Bittion

Source: CBO

All these factors point to the need for returning to the balanced
budget standard. It is also the soundest principle for limiting gov-
ernment. A balanced budget commitment establishes real-time re-
straint on the expansion of the public sector: The size and scope of
government, as measured by its spending, may not exceed the
amount that taxpayers provide and the economy will sustain. This
empowers the people, on an ongoing basis, to hold their govern-
ment in check.

The pursuit of balance also has distinct economic and fiscal bene-
fits. Nearly all economists, including those at the CBO, explain
that reducing budget deficits (thereby bending the curve on debt
levels) increases the pool of national savings and boosts invest-
ment, thereby raising economic growth and job creation.

The greater economic output that stems from a large deficit re-
duction package would have a sizeable impact on the Federal budg-
et. For instance, higher output would lead to greater revenues
through the increase in taxable incomes. Lower interest rates, and
a reduction in the stock of debt, would lead to lower government

12 Deloitte LLP, The Untold Story of America’s Debt, June 2012.
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spending on net interest expenses. Former Federal Reserve Chair-
man Bernanke has said that putting in place a credible plan to re-
duce future deficits “would not only enhance economic performance
in the long run, but could also yield near-term benefits by leading
to lower long-term interest rates and increased consumer and busi-
ness confidence.” 13

For all these reasons, this budget resolution restores the bal-
anced budget standard, and then maintains it—putting the govern-
ment on a path to paying off the debt.

Automatic Spending Programs

Just as important as pursuing balance is the way in which law-
makers achieve it. Some experts and policymakers advocate a mix
of spending restraint and tax increases—the so-called “balanced”
approach—as if the two were merely opposite sides of the same
coin. That sterile, policy-neutral concept, however, masks the fun-
damental cause and effect of government budgeting: Spending
comes first. Spending—one of the best measures of the size and
scope of government—is how government does what it does. Gov-
ernment’s programs and activities exist only if government spends
money to implement them. “In a fundamental sense,” writes long-
time budget expert Allen Schick, “the Federal Government is what
it spends.” 14 It is because of spending that the government taxes
and borrows. Spending is the root cause of all other fiscal con-
sequences.

CBO’s own figures further demonstrate that spending control is
the indispensable element of controlling the budget. In its most re-
cent long-term projections, CBO shows that even excluding interest
payments, government programs will outspend revenue persist-
ently over the next 25 years. Indeed, while CBO projects tax rev-
enue to rise to historically high levels—19.4 percent of GDP by
2040, well above the 17.4-percent average of the past 50 years—
spending will still persistently outpace revenue (see Figure 3). The
inevitable debt service will drive total spending above 25 percent
of GDP, generating relentlessly deepening deficits. Only by control-
ling spending can Congress alter this disastrous course.15

That requires controlling automatic, or direct, spending. Unlike
the government’s “discretionary” spending, in which Congress sets
fixed limits on total budget authority, direct (or “mandatory”)
spending is open-ended and flows from effectively permanent au-
thorizations. Programs funded this way—typically called “entitle-
ments”—pay benefits directly to groups and individuals without an
intervening appropriation. They spend without limit. Their totals
are determined by numerous factors outside the control of Con-
gress: caseloads, the growth or contraction of GDP, inflation, and
many others. To put it simply, spending in these programs is un-
controlled and uncontrollable—because it is designed to be.

13Bernanke speech at the Committee for a Responsible Federal Budget Fiscal Accountability
conference, 14 June 2011.

14 Allen Schick, The Federal Budget: Politics, Policy, Process (Washington DC: The Brookings
Institution Press, 2007), page 2.

15 Congressional Budget Office, The 2015 Long-Term Budget Outlook, June 2015, Summary
Table 1.
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The list of these programs is long and broad. It includes the so-
cial insurance programs, Social Security and Medicare; other
health spending, such as Medicaid and the Affordable Care Act; in-
come support, nutrition assistance, unemployment compensation,
disability insurance, student loans, and a range of others.

FIGURE 3

SPENDING IS THE PROBLEM

Historic/Projected Spending & Revenue as a Percentage of GDP

45%
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In 1965, as President Johnson’s Great Society programs were
being enacted, net direct spending represented about 27 percent of
the budget. By 1974, when the Congressional Budget Act was
adopted, it had swollen to 41 percent of total spending. Today it
has surged to nearly 60 percent. Combined with net interest—a
mandatory payment in the true sense of the word—the govern-
ment’s automatic direct spending consumes more than two-thirds of
the budget,16 and in just 10 years it will swell to 78 percent 17 (see
Figure 4). It is the main driver of the government’s debt.

Clearly this problem with direct spending has been building for
decades, yet lawmakers have found it difficult to build an enduring
consensus for addressing it. With each year that passes, the chal-
lenge of spending control grows more difficult, because the nec-
essary changes in programs become larger and, in many cases,
more wrenching. At some point the programs will simply collapse
under their own weight. Those who claim to “protect” them by re-
sisting reform only ensure their demise.

Gaining control of spending need not be seen, however, as some
daunting exercise in “mindless austerity,” as the President so omi-
nously puts it. As long as reform is necessary, it can be approached
as an opportunity to save and strengthen these programs—to make
them better for the people they are intended to serve.

16 Congressional Budget Office, The Budget and Economic Outlook: 2016 to 2026, January
2016, Table 3-1.
171bid., Table 1-2.
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Consider a few examples.

This report proposes a new Medicare option that would trans-
form this retirees’ health coverage program from a government-
run, price-controlled bureaucracy to a personalized system in which
seniors have the option of choosing their health coverage best suit-
ed to their needs from a range of commercial plans. Traditional fee-
for-service Medicare would always be an option available to current
seniors, those near retirement, and future generations of bene-
ficiaries. Fee-for-service Medicare, along with private plans pro-
viding the same level of health coverage, would compete for seniors’
business, just as Medicare Advantage does today. The new pro-
gram, however, would also adopt the competitive structure of Medi-
care Part D, the prescription drug benefit program, to deliver sav-
ings for seniors in the form of lower monthly premium costs.

FIGURE 4

AUTOMATIC SPENDING GROWS OVER TIME
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In short, this Medicare reform would give retired Americans, not
the government, the ultimate leverage over what kind of coverage
they will have—and the government provides them financial assist-
ance in making the choices.

Another area of automatic spending, assistance for low-income
Americans, should be revised to encourage self-sufficiency, not to
trap people in dependency. Clearly, persons with chronic disadvan-
tages need and deserve a sturdy safety net. Others require assist-
ance at particular times of economic downturns or personal misfor-
tune. Still, the most compassionate way to provide government as-
sistance is to help free individuals from the need for it. Welfare
programs should encourage recipients toward supporting them-
selves to the greatest degree possible. As was proved with the suc-
cessful welfare reform of the 1990s, when struggling people are
challenged to work and earn on their own, they rise to the occa-
sion—and they are better off for it.



13

It should be noted, too, that government is not the sole source
of the many domestic benefits Americans receive—it is not even the
primary one. Every benefit the government ostensibly “provides”
actually draws from the abundant resources of the Nation’s free
market system. The government could not maintain Medicare, or
Social Security, or its numerous safety net programs without the
funding generated by the economy. Communities could not build
schools and hospitals without local economies sufficiently pros-
perous to support them. This is why the fiscal policy of this budg-
et—restraining spending and reducing deficits—is crucial to the
well-being of all Americans. Those who strive to pull themselves
out of difficulties benefit most from the expanding opportunities
and rising incomes that only a prosperous economy can provide.

Finally, policymakers must embrace the recognition that govern-
ment can never substitute for nature’s safety net: the family. For
generation upon generation, the family has been the main source
of comfort, security, and economic stability for the individual. It is
where moral values and a sense of responsibility grow. The family
reinforces the individual’s place in the larger community. As gov-
ernment seeks to support those who lose any connection to a fam-
ily, it should take care not to contribute to the dissolution of fami-
lies. Government programs should aim to strengthen the family,
the most important and enduring institution in society.

Federalism

The republic of the United States reached a turning point in
1936: That was the first peacetime year in which the Federal Gov-
ernment’s total spending exceeded the combined outlays of the
State and local governments. “It can even be argued,” writes Amity
Shlaes, “that one year—1936—created the modern entitlement
challenge that so bedevils both parties.” 18

As the 20th century unfolded, the national government’s domi-
nance—both fiscally and as the central governing authority—ex-
panded. This was understandable during times of war—especially
World War II—when the entire Nation was under threat. The no-
tion continued to expand, however, into an ever-growing range of
domestic policies. President Roosevelt’s New Deal was, of course, a
major step. Later came President Truman’s unsuccessful pursuit of
nationalized health care, and President Johnson’s Great Society.
By the late 1980s, health care once again got drawn in, with some
proposing a single-payer Canadian-style health care system for the
United States. In some respects, this trend culminated with
Obamacare.

Over time, States in some respects have been reduced to carrying
out the wishes of Washington, rather than serving as the “labora-
tories of democracy.”

This is precisely contrary to the Founders’ vision:

The powers delegated by the proposed Constitution to
the Federal Government are few and defined,” Madison
wrote. “Those which are to remain in the State govern-
ments are numerous and indefinite. The former will be ex-

18 Amity Shlaes, The Forgotten Man: A New History of the Great Depression (New York: Har-
per Perennial, 2008), page 11.
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ercised principally on external objects, as war, peace, nego-
tiation, and foreign commerce; with which last the power
of taxation will, for the most part, be connected. The pow-
ers reserved to the several States will extend to all the ob-
jects which, in the ordinary course of affairs, concern the
lives, liberties, and properties of the people, and the inter-
nal order, improvement, and prosperity of the State.1?

As succinctly put in the Tenth Amendment: “The powers not del-
egated to the United States by the Constitution, nor prohibited by
it to the States, are reserved to the States respectively, or to the
people.”

Indeed, Madison argued the Federal Government would depend
on the States—not the other way around: “The State governments
may be regarded as constituent and essential parts of the Federal
Government; whilst the latter is nowise essential to the operation
or organization of the former.”20 This point is proved in reality by
the countless activities, essential to the lives of individuals and
communities, that predated the national government and would
continue without it. Even if the 50 States stood as separate enti-
ties, they would still operate schools and hospitals; they would find
ways to build roads and bridges; scientific research would continue;
energy and communications companies would emerge.

This is not to say Americans would be better off without the Fed-
eral Government. Their security and prosperity are vastly en-
hanced by the voluntary unity reflected in the bonds of the national
Constitution. The point is simply that the Federal Government’s
principal role is to protect the security of the Nation, and to main-
tain an environment that supports the initiative and creativity pos-
sible only through the diversity of the several States and the bonds
of civil society.

The reversal of this concept that developed over the past 100
years or so also has fiscal consequences. Federal Government re-
sources cannot maintain the overreach of its governing ambitions.
That is the message of Washington’s current, catastrophic spending
path. To restore fiscal sustainability, Congress sooner or later will
have to consider realigning the roles of different levels of govern-
ment. It will have to reinstitute the practice of federalism.

This will remain a necessity even if Congress gains control of en-
titlement spending. Yet the fiscal concerns are only part of the rea-
son. The increasing centralization of government smothers the en-
ergy of State and local policymakers. Restoring State autonomy
will deliver benefits for the entire Nation in critical areas such as
education, health care, infrastructure, energy, the environment,
and employment.

The budget resolution supports these aims. It promotes State
flexibility in areas such as Medicaid and the Supplemental Nutri-
tion Assistance Program. It encourages State and local initiative in
education. It sheds the conceit that Washington knows best what
is right for the people. The very structure of this report reflects a
distinction between those activities required of the Federal Govern-

19 James Madison, Federalist 45.
20 Tbid.
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ment from those best suited to States and localities and the private
sector (see the explanation in Functional Presentation).

Restoring Congressional Budgeting

The congressional budget process, enacted in 1974, has rarely
worked as designed. Deadlines in the Congressional Budget Act are
missed far more often than made, rules are often skirted, loopholes
in spending disciplines exploited. Since 1998, the House and Senate
have failed nine times to agree on a budget resolution, the corner-
stone of the process.

These failures have unquestionably worsened in recent years.
Last year was the first time since 2001 that the House and Senate
agreed to a 10-year balanced budget plan. In recent years, law-
makers manufactured ad hoc procedures that have done next to
nothing to stabilize the government’s catastrophic long-term fiscal
outlook. For a while, the budgetary mismanagement became the
new norm. The budget calendar was not merely ignored, it was de-
liberately breached, rendering the fiscal year irrelevant and leading
to a stream of omnibus spending bills of varying durations nego-
tiated by a handful of leaders—undermining the committee system
and depriving lawmakers of the deliberation so central to the legis-
lative process. Though Congress has made progress, it is still strug-
gling to overcome many of those vices.

This unraveling does have profound consequences. The first and
most obvious is that without regular budget resolutions, Congress
has all but abandoned any serious attempt to manage fiscal policy.
It is true the Budget Control Act of 2011 established caps on dis-
cretionary spending (which have been adjusted upward since then),
and applied the automatic enforcement regime of sequestration. At
the same time, however, it did nothing to rein in direct spending,
the greatest threat to the government’s fiscal stability. None of the
other manufactured procedures employed since then has accom-
plished much along these lines either.

Equally troubling is the effect on Congress’s ability to govern.
The failure in budgeting is the most visible and regular evidence
of Congress’s decline as a governing institution: “The importance of
conflicts over the size and distribution of the budget—failure to
pass a budget on time or at all has become a sign of inability to
govern—testifies to the overriding importance of budgeting. Now-
adays, the State of the Union and the state of the budget have be-
come essentially equivalent.” 21

Thus, the collapse of budgeting hastens the erosion of congres-
sional authority. The more Congress tolerates its fiscal ineptitude,
the more inept it becomes at legislating in general.

Yet as discouraging as these conditions may be, they can be cor-
rected. The restoration of congressional budgeting can start, and is
essential to, the regeneration of Congress as a governing institu-
tion. This can follow two tracks.

First, it is imperative that Congress this year pursue, as far as
possible, the “regular order” of budgeting envisioned in the Con-
gressional Budget Act. The existing process is far from perfect. It

21 Aaron B. Wildavsky and Naomi Caiden, The New Politics of the Budgetary Process—Third
Edition (New York: Addison-Wesley Educational Publishers Inc., 1997).
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is complicated, time-consuming, and often frustrating. The esti-
mating conventions underlying budget procedures reflect a distinct
bias in favor of higher spending and larger government.

Nevertheless, if employed, the process does provide a general
schedule for spending and tax bills. The budget resolution rep-
resents an agenda and work plan in legislative form unmatched by
any other procedure. It gives coherence to the legislature’s many
fiscal measures that did not exist before the Congressional Budget
Act was adopted. With the creation of the budget resolution,
Congress’s budget became the working blueprint for fiscal policy,
embracing lawmakers’ consensus vision of governing.

Returning to the regular order also offers lawmakers an oppor-
tunity to learn for themselves, directly, whether the process truly
is “broken,” and if so by how much. “I could easily argue that the
budget process isn’t broken at all,” remarked former House Budget
Committee Chairman Jim Nussle at a September 2011 committee
hearing on process reform. “[T]oday the budget process is not even
being used or at best is simply being ignored.” 22

Recently, various Members and experts in the policy community
have offered a range of proposals built on a kind of problem-solving
model. That is, proponents identify a specific weakness in the proc-
ess—say, the difficulty Congress has in passing annual spending
bills on time—and then offer an ostensible solution, such as a 2-
year budget and appropriations cycle. Some argue that the Presi-
dent should be more involved in budget development at the begin-
ning of the process, as a possible means of heading off crisis-style
confrontations late in the year.

Many of these proposals focus on practical matters—how to make
budget procedures more efficient and workable, or how to enhance
enforcement of budget levels. All this is perfectly reasonable. A
budget process, no matter how skillfully designed, is pointless if
lawmakers cannot or will not use it, or if it fails to achieve real fis-
cal control.

Nevertheless, the focus on these piecemeal changes may slow the
momentum toward the kind of broad rewrite of the process that is
necessary. The process designed in 1974 was complicated to begin
with; it merely added new procedures onto existing spending and
tax practices. Since then, Congress has enacted additional layers of
complexity, such as the Balanced Budget and Emergency Deficit
Control Act of 1985, the Budget Enforcement Act of 1990, and the
Statutory Pay-As-You-Go Act of 2010, among others. Given all this,
it may be time to dismantle the entire process and build a new one.
The lessons of the past four decades of congressional budgeting will
certainly inform that development. Still, in thinking about a new
process, lawmakers should step back and ask a threshold question:
What is the congressional budget process for?

The obvious first answer is fiscal control. That, however, is part
of a more fundamental act: the act of governing. Because budgeting
truly is governing, the budget process should be seen as a principal
means of exercising constitutional government.

22 Jim Nussle, “Perspectives on Budget Process Reform,” testimony to the Committee on the
Budget, U.S. House of Representatives, 22 September 2011.
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The Constitution does not prescribe how big government should
be, but it does establish a framework for limiting government. One
of the best ways to determine that limit is to limit spending—one
of the best measures of the size and scope of government.

The budget also is Congress’s main instrument for policymaking,
the legislature’s essential authority. As Madison wrote: “This power
of the purse may, in fact, be regarded as the most complete and
effectual weapon with which any constitution can arm the imme-
diate representatives of the people, for obtaining a redress of every
grievance, and for carrying into effect every just and salutary
measure.” 23 Any new budget process should enhance Congress’s
policymaking role.

The process also must reinforce the balance of powers, one of the
most critical protections of liberty. For nearly a half century after
enactment of the 1921 Budget and Accounting Act—which at-
tempted to straddle the separation of powers by establishing an ex-
ecutive-centered budget process modeled after Great Britain’s—the
presidency grew increasingly powerful. Starting in the 1950s, presi-
dents began deliberately tying their budgets together with their
legislative programs, increasing their ability to set the legislative
agenda, and helping sustain what Schlesinger called “the imperial
presidency.” 24 The 1974 Congressional Budget Act was, in part, an
attempt to restore the legislature’s agenda-setting role. The new
budget process should advance that effort.

Budgeting also should be an instrument for enhancing congres-
sional oversight. There is no better way to get the attention of exec-
utive agencies than by controlling their funding. The budget proc-
ess should encourage appropriations subcommittees and author-
izing committees to use the tool of the budget aggressively, and to
control the ever-expanding administrative state.

Finally, just as the restoration of sound budgeting for how the
Federal Government spends is critical to the promotion of economic
growth debt-reduction, federalism, and ordered liberty, so too is the
introduction of budgeting for how the Federal Government directs
others to spend: regulatory budgeting.

When regulation is needed, it can be done in more cost-effective
ways. Before it is imposed, Congress can budget for how much new
regulation, if any, can sustainably be imposed on America’s econ-
omy year by year. The undue brake on economic growth that Fed-
eral regulation sets must be controlled. It makes eminent sense to
do that using the kinds of budgeting tools Congress applies to put
the brakes on runaway Federal spending. To date, Congress has
not adopted regulatory budgeting tools to manage the Federal regu-
latory footprint in the way it manages Federal spending. Neither
has it imposed robust statutory controls against Federal regulators’
abilities to burden America’s workers and economy with excessively
expensive and insufficiently effective Federal regulations. The time
has come to do both.

23 The Federalist, No. 58.
24 Arthur M. Schlesinger Jr., The Imperial Presidency, (New York: Houghton Mifflin Com-
pany, 2004).
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Conclusion

As described at the outset, this budget resolution expresses a vi-
sion; its contours are detailed throughout the text of this report. It
is also an instrument for realizing that vision. Its allocations of
spending authority implement the budget’s priorities; its fiscal
path—achieving balance within 10 years—restores the sound fiscal
norm that long kept spending, and the size of government itself, in
check. It is an instrument for true fiscal sustainability, and for
maintaining America’s unique and exceptional brand of constitu-
tional government.
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COMPARISON WITH THE
PRESIDENT’S BUDGET

To this day, more than four decades since the adoption of the
Congressional Budget Act, some budget “experts” still describe the
congressional budget as a “response” to the President’s. That is
true only in terms of timing. Merely as a carryover from a 1921
law, the 1974 Budget Act scheduled the President’s submission be-
fore the congressional budget. The effect, however, has been more
significant than most might think—largely because the sequence is
taken for granted. Since the executive budget process was installed
nearly a century ago, and increasingly since the 1950s, presidents
have used this instrument not mainly as an accounting tool—show-
ing the fiscal effects of executing existing policies—but as an ex-
pression of their own policy agenda. Over the course of 50 years,
the President’s budget became an ever-more effective tool empow-
ering one person to determine the Nation’s direction—contrary to
what the Constitution intended. It is no mere coincidence that the
practice corresponded with the rise of what political historian Ar-
thur M. Schlesinger termed “the imperial presidency.”

The Obama budgets provide an especially troubling example.
This President has been notorious in exceeding his authority. He
has made, for example, numerous legislative changes in his own
health care program after he had signed it—clearly imposing on a
prerogative reserved to the Congress. Reflecting his own cavalier
attitude about fiscal policy, he has submitted his budgets late more
often than not—including the latest one.

Worse are the irresponsible policies his budgets continue to ad-
vance. His latest proposal, for fiscal year 2017, once again does not
even try to balance. While the House budget reduces debt held by
the public as a share of the economy, the President’s budget main-
tains debt at its historically high levels. His budget makes no at-
tempt to confront the government’s massive fiscal challenges, or to
save critical programs such as Medicare and Social Security. It is
a status quo budget that does nothing to advance the conversation
about maintaining a strong national defense, promoting a more ro-
bust economy, and ensuring health and retirement security. The
President’s budget expresses the progressive policies that have led
to a swollen and out-of-control government, and the stagnation of
economic growth and standards of living.

For these reasons, the President’s budget was not even worth the
time for a hearing on it—at which the administration would pre-
sumably attempt to defend the indefensible. Yet to further detail
its failures, a comparison between the House budget and the Presi-
dent’s is informative. Here are some examples.

(29)
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¢ As a foundation for the congressional budget, the Budget Com-
mittee uses the modest economic projections of the Congres-
sional Budget Office [CBO], which expects real gross domestic
product [GDP] to grow by an average of 2.1 percent per year
over the next decade. For his budget, the President employs
the more optimistic forecasts of his own economists, who expect
average annual growth of 2.3 percent per year over the next
decade. Both figures are disturbingly low, compared with the
roughly 3-percent average annual growth rate of the past 50
years. In addition, the seemingly small difference between the
two estimates has significant budgetary effects. Following a
CBO “rule of thumb,” that two-tenths percentage point dif-
ference would give the President roughly $650 billion in lower
deficits than the Budget Committee faced in writing this pack-
age. Yet he manages to increase deficits after he leaves office.

e While the Committee has developed a plan to balance the
budget within 10 years, the President’s budget never balances.
It never tries to. In fact, deficits under the President’s budget
begin to increase in 2021, and approach $800 billion in 2026.
This is the product of the President’s casual attitude that defi-
cits in the range of 3 percent of GDP are acceptable. This is
not a fiscal policy; it is an abandonment of fiscal norms that
leads to chronic and growing deficits and debt. Only by restor-
ing the goal of balancing the budget in peacetime can Congress
establish fiscal sustainability. No other standard has sub-
stituted for this simple conviction. As a result, fiscal policy has
been adrift.

FIGURE 5

A BALANCED BUDGET

(Annual Deficits in the Billions)
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e The House budget resolution reduces spending by $6.5 trillion
over 10 years compared with current policy projections. The
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President, even in the face of historically high levels of debt,
increases spending by $2.5 trillion over the decade.

e The House budget embraces tax reform that will promote
growth and encourage work, saving, and investment, and it
contains no tax increases. The President, by contrast, raises
taxes by $3.4 trillion over the next decade—and still cannot re-
duce deficits.

e The House budget reduces publicly held debt from 74 percent
of GDP to 57 percent over the decade. The President’s budget
makes no attempt to reduce debt, keeping it constant at 74
percent of GDP over the next 10 years. That is the highest
level of debt since just after World War II. A significant dif-
ference, however, is that the post-war debt resulted from large
but temporary surges of spending to save the free world. To-
day’s deficits and debt are the product of permanent automatic
spending programs.

FIGURE 6

PAYING OFF THE DEBT

(Debt Held by the Public as a Percentage of GDP)
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e The House budget restores the time-tested principle of fed-
eralism, encouraging the initiative of State and local govern-
ments in addressing more of the Nation’s domestic policy con-
cerns. The President’s budget merely repeats the failed and
crippling notion that Washington knows best, directing how in-
dividuals should live their lives, how State and local govern-
ments should govern, and how businesses should serve their
customers.

e The House budget advances patient-centered, personalized
health care and health coverage—and this principle applies
both to commercial insurance and major government-sponsored
programs such as Medicare. The Obama budget predictably
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clings to the conceit of centralized, Washington-based, one-size-
fits-all health care—even as its failure becomes ever clearer.

The House budget saves $487 billion over 10 years by strength-
ening Medicare and establishing a patient-centered option in
Medicare. It achieves another $3 trillion in health savings, by
repealing Obamacare and allowing greater State flexibility in
Medicaid. The budget saves $1.5 trillion in other automatic
spending. The President, by contrast, traps increasing numbers
of lower income people in Medicaid, where many sick individ-
uals cannot get appointments, new beneficiaries cannot find
doctors, and Medicaid cards are mere pieces of plastic. His
health care law will increase Federal spending for Medicaid
and the State Children’s Health Insurance Program by $1 tril-
lion over the next 10 years, with no substantial reforms to im-
prove the program. Meanwhile, he imposes $501 billion in new
Medicare cuts to medical providers—part of the cuts needed to
finance Obamacare, at least on paper—with no meaningful re-
structuring of a program going bankrupt.

e The House budget provides more resources for national secu-
rity than the President does in fiscal year 2017 and over 10
years. The President claims illusory defense spending increases
with no plan to pay for adjusting statutory defense spending
caps upward.

The President’s budget is a typically unserious set of proposals

that should nevertheless be taken seriously. It expresses and leads
a progressive impulse heavy on spending, regulation, and debt—
one that ultimately views the Nation as the government’s servant,
not the other way around. This comparison reflects some of the
dangerous and self-defeating flaws in that vision.

HOUSE BUDGET RESOLUTION VS. THE PRESIDENT'S BUDGET

House Budget Resolution President’s Budget

Uses modest economic growth
projections of the Congressional
Budget Office.

Relies on more optimistic economic
assumptions of White House fore-
casters.

Achieves balance within 10
years.

Never balances; deficits climb start-
ing in 2021 and approach $800 billion
by the end of the decade.

Reduces spending by $6.5 tril-
lion over 10 years.

Spends $2.5 trillion more than the
House budget over 10 years.

Calls for growth-promoting tax
reform that reduces rates and
broadens the tax base. Contains
no tax increases.

Increases taxes by $3.4 trillion over
10 years.
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THE PRESIDENT'S BUDGET—Continued

House Budget Resolution

President’s Budget

Reduces debt held by the public
from the current 74 percent of
gross domestic product [GDP] to
57 percent within 10 years.

Keeps publically held debt at about
three-fourths of economic output—the
highest level since just after World
War II.

Restores the principle of fed-
eralism, encouraging the initia-
tive of State and local govern-
ments in addressing more of the
Nation’s domestic policy con-
cerns.

Advances the failed notion that
Washington knows best, dictating
how individuals should live, how
State and local governments should
serve constituents, and how busi-
nesses should serve their customers.

Promotes patient-centered, per-
sonalized health care both in
the private sector and in Medi-
care.

Maintains the conceit of centralized,
Washington-based, one-size-fits-all
health care.

Saves $487 billion over 10 years
by strengthening Medicare and
establishing a patient-centered
Medicare option. Achieves an-
other $3.0 trillion in health sav-
ings, partly by repealing
Obamacare and allowing great-
er State flexibility in Medicaid.
Saves another $1.5 trillion in
other direct spending.

Increases Federal Medicaid and State
Children’s Health Insurance Program
spending by more than $1 trillion
over 10 years due to the President’s
health care law, with no substantial
reforms to improve the program. Im-
poses $501 billion (gross) in new
Medicare cuts to hospitals and skilled
nursing facilities, while ignoring the
fundamental structural flaws in the
program.

Spends more than the President
for national defense in fiscal
year 2017 and over 10 years.

Claims illusory defense spending in-
creases with no plan to pay for rais-
ing statutory defense spending caps.
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THE ECONOMY AND ECONOMIC ASSUMPTIONS

An Anemic Recovery

The economy is still languishing in the weakest recovery of the
modern era and the expansionist government policies of the current
administration are among the factors weighing on growth.

The U.S. economy technically emerged from recession nearly 7
years ago, but the subsequent recovery has been subpar. Since
2010, real growth in gross domestic product [GDP] has averaged
only slightly better than 2.0 percent annually, well below the 3.0
percent historical trend rate of growth in the U.S.

This trend of prolonged anemic growth has surprised most eco-
nomic forecasters. Back in 2010, the Congressional Budget Office
[CBO] expected real GDP to grow by a relatively brisk 3.0 percent
annual average over the 10-year budget window. By 2014, that av-
erage slipped to 2.5 percent. In CBO’s latest economic forecast, ex-
pected average real GDP growth fell to just 2.1 percent (see Figure
7). CBO has significantly lowered its expectation of long-term
growth in potential GDP as well, due mainly to negative develop-
ments in the labor market. CBO expects slower growth in the po-
tential labor force later this decade, which is linked to the aging
of the population and the retirement of the baby-boom generation.
With a smaller labor force, there will also be less business invest-
ment and slower growth in the country’s capital stock. This “new
normal”—if that is what it is—is especially troubling because with-
out more robust growth the economy will struggle to support the
80 million retirees expected over the next couple decades, as well
as the working age population. Standards of living will suffer, espe-
cially for middle-income earners.

The President’s policies also play a role in this trend. The heavy
spending promoted by the current administration drains economic
resources that otherwise would be available for growth-producing
activities. In addition, the sharp increase in government debt—
which now stands at near-record post-World War II levels—will
crowd out additional capital investment in the long term. Mean-
while, CBO projects the Affordable Care Act—the President’s na-
tionalized health program—will create incentives for people to work
fewer hours over the medium and longer term. The overall picture
that CBO’s latest economic forecast paints is that sluggish eco-
nomic growth has evolved from mainly a cyclical issue to a longer-
term structural problem. The clear downward trend in the eco-
nomic forecast in recent years has raised the hurdle significantly
for those trying to correct the fiscal imbalance over the next dec-
ade. This is important because CBO’s annual economic assump-
tions are adopted for the budget resolution. As discussed in the
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next section, however, a meaningful change in fiscal policy can
repay in stronger economic growth and budgetary dividends.

FIGURE 7

CBO’S PROJECTION OF REAL ECONOMIC
GROWTH CONTINUES TO DECLINE
(Average Annual Percentage Change in Real GDP Growth for the Next 10 Year Period)
Percentage (%)
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The Benefits of a Stronger Economy

A stronger economy would provide a number of tangible benefits
for the average American. Back in the latter part of the 1990s, real
GDP was growing at a rate of about 4.5 percent—roughly twice the
rate of growth today. From 1995 to 1999, real median household
income grew by $5,000, nearly 10 percent. Not coincidentally, this
was a time when the Federal budget achieved a string of surpluses.
In contrast, fiscal policy today features large deficits combined with
a historically large stock of government debt—and real median in-
come has fallen $3,700, or 6.5 percent, over the past 7 years.

A robust labor market also fosters more opportunity and upward
mobility. Currently, 6 million Americans are working part-time due
to poor business conditions or because that was the only employ-
ment option available. In the latter part of the 1990s roughly half
as many Americans faced this problem. A stronger economy also
naturally alleviates poverty. By the year 2000, after multiple years
of robust economic growth, the rate of poverty in the U.S. had de-
clined to a 25-year low. A more robust economy also provides more
resources to the government to maintain a strong safety net.

Achieving a stronger rate of growth requires the right economic
policies. This is the central theme of remarks delivered in January
at the annual meeting of the American Economic Association by
Stanford University economist John B. Taylor.2> According to Tay-
lor, key policies needed to bolster growth include fundamental tax
reform to lower tax rates on people and businesses and thus reduce

25 John B. Taylor, “Can We Restart the Recovery All Over Again?” presented at the 2016 an-
nual meeting of the American Economic Association, January 2016.



39

disincentives to work and invest; regulatory reforms to scale back
and prevent regulations, such as Dodd-Frank, that fail cost-benefit
tests and hamper economic growth; and entitlement reforms to pre-
vent a debt explosion and improve incentives. The Congressional
Budget Office has also concluded that putting the Federal budget
on a path to balance is essential to creating more economic growth
and greater prosperity. CBO finds that a significant deficit reduc-
tion package of $4 trillion would lead to growth in real output per
capita (a proxy for a country’s standard of living) of about 5 percent
(about $4,000 per person) by 2040 compared to the current law tra-
jectory.26

The Current Economic Situation

Economic output weakened sharply in the last quarter of 2015,
falling to just 1.0 percent real GDP growth on a seasonally ad-
justed, annualized basis. This weakness echoed how the year
began—with quarterly growth of just 0.6 percent. For the year as
a whole, real GDP grew by 2.4 percent (measured on a year-over-
year basis) in 2015, unchanged from the growth rate posted in
2014. Since 2010, real GDP growth has averaged just more than
2.0 percent annually, well below the roughly 3.0-percent historical
trend rate of growth in the U.S. Sluggish economic growth has con-
tributed to the government’s fiscal problems. It leads to lower rev-
enue levels than would otherwise occur while government spending
(on welfare programs, for example) is higher. According to CBO, if
real GDP growth is just 0.1 percentage point lower per year, the
budget deficit will be higher by $327 billion over 10 years. Con-
versely, stronger economic growth would greatly improve the fiscal
outlook.

The pace of job growth appeared to be trending upward at the
start of 2016. Nonfarm payroll employment increased by 242,000 in
February, compared to 172,000 in January and the 229,000 aver-
age monthly increase posted in 2015. The unemployment rate
ticked down to 4.9 percent in early 2016, the lowest rate in 8 years
and down 0.8 percentage point from the rate at the start of 2015.
The steady decline in the unemployment rate, however, masks less
healthy underlying trends. When discouraged workers, marginally
employed, and underemployed persons are counted, the unemploy-
ment rate is closer to 10 percent.2?

Although the overall trend of job gains has been solid of late, and
the unemployment rate has continued to decline, other aspects of
the labor market are not as robust. The labor force participation
rate has increased in recent months, but still stands at just 62.9
percent, down roughly 3 percentage points since early 2009, and re-
mains near its lowest level since 1978 (See Figure 8). Long-term
unemployment also remains a problem. Of the 7.8 million people
who are currently unemployed, more than 2 million (28 percent)
have been unemployed for more than 6 months. Prior to the reces-
sion, only about 17 percent of the unemployed were out of work for
that long. Long-term unemployment has genuinely corrosive con-
sequences. For individuals, it erodes their job skills, further detach-

26 Congressional Budget Office, The 2015 Long-Term Budget Outlook, 16 June 2015.
27 Bureau of Labor Statistics, U-6 Index, Table A-15, March 2016.
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ing them from employment opportunities. At the same time, it un-
dermines the long-term productive capacity of the economy.

FIGURE 8

LABOR FORCE PARTICIPATION RATE IS
HISTORICALLY LOW

Percentage (%)
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In previous episodes when the unemployment rate was at or
below 5.0 percent, the overall labor market was much healthier
than it is today. For instance, about a decade ago, in 2005, the un-
employment rate was trending lower and even dipped below 5.0
percent. Yet the labor force participation rate was 66 percent, more
than 3 percentage points above the rate today. The number of peo-
ple not in the labor force (or “on the sidelines”) is currently 22 per-
cent higher than the figure back in 2005. Similarly, the under-em-
ployment rate (which includes discouraged and marginally em-
ployed persons) is still quite elevated at close to 10 percent. A dec-
ade ago, that rate was about 8.5 percent. Also, more people today
are working part-time because of poor business conditions or they
can only find part-time work. Currently, 6 million Americans face
this problem, whereas that figure was slightly more than 4 million
in 2005.

For most of 